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MALAWI: KEY ECONOMIC INDICATORS 


(In millions of U.S. dollars, unless otherwise indicated) 


1982 19831 


Income, Production, Employment 
GDP at current market prices 1243.4 1299.1 


Real GDP growth rate (in Z%) 2.9% 4.9% 


Index of manufacturing output 
(1970 = 100) 232.43 266.3 


Tobacco auction sales = 
(million kilograms) 58.5 dase 


(dollar proceeds) 121.8 105.0 


Tea production = 
(million kilograms) 38.5 32.0 


Sugar production = 
(million kilograms) 175.3 
Domestic Finance 


Central Government budget 
deficit (as % of GDP) 


Money and quasi-money 


Retail price inflation 


Balance of Payments and Trade 
Gross foreign reserves 


External public debt 
Annual debt service ratio 
Total Imports (c.i.f.) 
Total Exports (f.o.b.) 


Trade balance 


NOTES: lpreliminary figures 
estimate 


% changed calculated in Malawi kwacha to eliminate rate fluctuations 


SOURCES: Reserve Bank of Malawi 
National Statistical Office 
International Monetary Fund 


h Change? 
19842 (1983-84) 


1246.0 
3-47 


N.A. 


5.4% 
252(Sept) 
15-20% 





I. SUMMARY AND OUTLOOK 


The Malawi economy continues to demonstrate surprising resilience in 

the face of a number of daunting obstacles to growth. In an environment charac- 
terized by depressed world commodity prices, severe transportation bottlenecks, 
and onerous debt servicing obligations, Malawi registered estimated real GDP 


growth of 4.9 percent in 1983, with another increase of between three and four 
percent projected for 1984. 


Strong performances by the agricultural sector in both 1983 and 1984 were the 
principal factors behind the economy's performance. Favorable rainfall, effi- 
cient distribution of inputs, and appropriate incentives resulted in a record 
smallholder maize crop in 1984, marking the third consecutive year that Malawi 
produced a maize surplus for export. Substantial increases in the production 
of smallholder cotton and fire-cured tobacco also contributed to the growth of 
the agricultural sector in 1984. Estate agriculture turned in favorable per- 
formances in both years as well; record tobacco crops in excess of 70 million KG 
were registered in 1983 and 1984, while sugar production was maintained at full 
capacity (170,000 metric tons) in both years. Disappointing world market prices 
for sugar and, to a lesser extent tobacco, however, mitigated the benefits of 
the record harvests. On the other hand, world tea prices were at record levels, 
with Malawi's annual production of more than 32 million kilograms generating 
record foreign exchange receipts in both years. 


The worsening external transportation situation remains the most serious con- 
straint to Malawi's growth. In April 1983, Malawi's principal rail link to the 
Mozambique port of Beira was cut by insurgents, and by April 1984, the country's 
secondary link to the port of Nacala was operating at an extremely reduced level 
due to insurgent strikes and inadequate maintenance. As a result, principal ex- 
porters and importers were obliged to resort to costly overland routes to ship 
their merchandise. Almost 90 percent of Malawi's import and export traffic now 
flows at least part of its journey by truck, the bulk traveling overland to 
Harare or Lusaka, then by rail to the port of Durban, South Africa. Transpor- 
tation dislocations have raised import costs and reduced export proceeds, thus 
placing increasing pressure on the country's balance of payments position. The 
situation has improved somewhat in 1984 as Malawi's trading firms have adjusted 
relatively smoothly to the new overland routes. Increased export flows and a 
stringent import approval policy have resulted in higher levels of foreign ex- 
change reserves in 1984. However, the country's balance of payments position 

is expected to be tight for at least the next several years, primarily as a 
result of stiff scheduled debt repayments. While Malawi rescheduled official 
and commercial debts falling due over the 1982-84 period, the country has now 
resumed payments on schedule, and faces a major hump of commercial debt repay- 
ments over the 1985-87 period. 


To overcome its external payments imbalances, the Government of Malawi has been 
pursuing stabilization programs with both the International Monetary Fund and 
the World Bank. Assisted by financial resources from these organizations, sub- 
stantial progress has been made over the past three years in the areas of gov- 
ernment budget restraint, parastatal reorganization, adjustment of the exchange 
rate, and stimulation of smallholder agricultural production. A number of 
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obstacles must be overcome, however, if Malawi is to resume the rapid pace of 
economic growth which characterized its performance from independence through 
1978. Most importantly, a reliable rail link to the Indian Ocean must be re- 
established, a development which awaits an internal political settlement in 
Mozambique. A second key priority is the diversification of exports, to reduce 
vulnerability to world market price swings of principal exports tea, tobacco, 
and sugar. Malawi's population growth rate in excess of three percent per annum 
places additional pressure on the country's ability to maintain self-sufficiency 
in basic food production and provide employment opportunities for its citizens. 


Despite its remarkable progress since independence in 1964, Malawi remains one 
of the world's least developed countries, with per capita GDP just below $200. 
Opportunities for U.S. exporters and investors are somewhat constrained by the 
small size of the local market, and transportation difficulties. The Government 
of Malawi, however, invites foreign trade and investment and profitable oppor- 
tunities can be found for companies with special expertise in agriculture and 
agro-industry. 


II. AGRICULTURE 


Agriculture remains the backbone of the Malawi economy, as nearly 90 percent of 
the population reside in rural areas and engage in subsistence farming. Agri- 
culture directly contributes over 40 percent of the country's GDP and over 

90 percent of the country's exports. Estate agriculture provides employment to 
over half of Malawi's paid labor force and the processing of its imputs--pri- 
marily tea, tobacco, and sugar--constitutes the principal base of Malawi's 
small manufacturing sector. 


Tobacco production set new records in each of the past two years, with auction 
sales of 72 and 73 million kilograms (KG) for 1983 and 1984 respectively repre- 
senting a 25 percent increase over the average production level of the prior 
five years. Prices remained relatively depressed compared with the 1981-82 
levels, however, and total auction proceeds of U.S.$105 million and U.S.$102 mil- 
lion for 1983 and 1984 respectively fell well below the proceeds of the far 
smaller crops of the prior two years. Flue cured tobacco, which accounted for 
33 percent of Malawi's production in 1984, is primarily grown on large estates, 
while burley tobacco, which accounted for 41 percent, is grown through tenant 
schemes on large as well as smaller estates. Expansion of burley tobacco cul- 
tivation has been largely responsible for the increase in Malawi's tobacco pro- 
duction over the last several years: from an average level of 14 million KG 
per annum over the 1977-81 period, burley production spurted to 27 million KG 
in 1982 and 42 million KG in 1983 before production quotas were enforced and 
output fell to 30 million KG in 1984. Burley prices collapsed in 1983 as the 
market was unable to absorb the size of the crop and was disappointed by its 
quality. Prices only partially recovered with the smaller 1984 crop. The 
Government aims to cap burley production at the 30 million KG level for the 
next several years in an effort to stabilize price levels. Smallholder produc- 
tion of fire-cured tobacco doubled to 16.4 million KG in 1984, but unit prices 
fell on the larger supply and lower quality. In recent years, Malawi has sup- 
plied more than 20 percent of the world market for this variety of tobacco, 
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production of which is reserved for smallholders who are guaranteed fixed prices 
by the Government agricultural monopoly "ADMARC" which in turn markets the crop 
on the auction floors. ADMARC has announced substantial producer price increases 
for most varieties of fire-cured tobacco for 1985, and a larger crop is there- 
fore anticipated. The output, prices, and quality of estate-grown flue-cured 
tobacco have been more steady than for burley or fire-cured, with 1984 produc- 
tion of 24 million KG falling in the middle of the prior five year average. 


Prices of all varieties of Malawi tobacco, measured in U.S. dollars, have de- 
clined in recent years, in part because higher overland transportation costs to 
the Indian Ocean have been borne directly by growers in the form of lower auc- 
tion prices. Tobacco has remained Malawi's largest export earner, however, ac- 
counting for just over half of total export proceeds in recent years. For the 
medium term, tobacco should remain a reliable source of foreign exchange for 
Malawi in view of the quality of estate management, the efficiency of the mar- 
keting system, and the substantial commitment of the major international leaf 
trading companies to the Malawi market. Reinstitution of a reliable rail route 
to the Indian Ocean would further enhance Malawi's competitiveness as a low-cost, 


reliable supplier of flue-cured, burley, and fire-cured tobacco to international 
markets. 


Malawi ranks behind Kenya as Africa's second largest tea producer; production 
measured approximately 36 million KG in 1984 up from 32 million KG in 1983 and 
an average of 33 million KG over the prior five years. Prices soared for the 
second consecutive year, as a result of strong international demand and restric- 
tions on exports from India. Auction prices at Malawi's Limbe market expressed 
in U.S. dollars increased by 56 percent in 1984 to a record $2.08 per kilogram. 
Export earnings from the 1984 crop should measure $79 million, up by over half 
from the $50 million level of 1983. Tea prices in 1984 were sufficiently high 
to enable the industry to ship better varieties by air to principal European 
markets, thus avoiding in part the inconvenience and uncertainties of overland 
transport. Even should price levels decline, tea should continue to occupy 
its traditional role as second leading export for Malawi. 


For the fourth consecutive year, Malawi produced approximately 170,000 metric 
tons (MT) of sugar in 1984, as both plantations continued to generate output at 
full capacity. International transport difficulties combined with low world 
market prices, however, severely reduce export proceeds for the third consecu- 
tive year. Meanwhile, inventories of export sugars continued to grow, reaching 
the level of 130,000 metric tons by years end 1984. The sugar industry has been 
especially hard hit by Malawi's transportation crisis, as only its favorably 
priced quotas from the United States (32,000 MT for 1984/85) and the EEC 
(21,250 MT) can be profitably exported overland given current world market 
prices. Restoration of a reliable link to the break-bulk port of Beira, 
Mozambique will be necessary before Malawi's sugar industry can be restored to 
profitability. Meanwhile, inventory levels are expected to remain high and 
export proceeds--which totaled U.S.$25 million in both 1983 and 1984--will re- 
main depressed. 


Maize (corn) is the staple food of Malawi and the principal subsistence and 
cash crop for the vast majority of the country's smallholder farmers. After 
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setting aside amounts for their own food needs, Malawi's smallholders sold a 
record 300,000 metric tons of maize to ADMARC in 1984, up from the 245,000 ton 
level achieved in both 1982 and 1983. The year 1984 thus marked the third con- 
secutive year in which the country generated maize surpluses for export. Over 
the least two years, Malawi has developed into something of a regional granary, 
exporting over 90,000 metric tons of maize in 1983 and an additional 100,000 tons 
in 1984 to neighboring Zimbabwe, Zambia, Zaire, Tanzania and Mozambique. As 
maize is a bulky, low-value commodity, the foreign exchange impact of these 
large export volumes has been less impressive, with maize generating approxi- 
mately U.S.$16 million in earnings in each of the past two years. Assuming the 
country continues to enjoy adequate rainfall, efficient distribution of inputs, 
and appropriate incentives, Malawi's smallholders should generate meaningful 
maize surpluses in future years, thus providing vital food security to the 
country as well as modest amounts of export proceeds. 


Smallholder cotton output doubled to 30,000 metric tons in 1984 as favorable 
price incentives enabled Malawi to satisfy its domestic requirements and gener- 
ate a small surplus for export for the first time in three years. Groundnuts, 
once a major export earner, remained depressed in 1984, with price differentials 
continuing to favor maize, cotton, and fire-cured tobacco cultivation among 
smallholders. In addition to these crops, Malawi produces smaller amounts of 
coffee, pulses (beans), rice, coffee, and macadamia nuts. The Government's 
medium term agricultural strategy focuses on increasing production of alterna- 
tive export crops while maintaining the country's vital self-sufficiency in 
maize. 


III. TRANSPORTATION 


Malawi's external transportation difficulties represent the largest single con- 
straint to the nation's future economic growth. A landlocked country, Malawi 
has only two direct rail links to the sea, which connect the nation to the 
Indian Ocean ports of Beira and Nacala in Mozambique. Constructed just after 
the turn of the century, the Beira rail line has traditionally handled the bulk 
of Malawi's import and export traffic. A second rail link to the small con- 
tainer port of Nacala was completed in 1970. These two rail lines handled in 
excess of 90 percent of Malawi's international trade until 1981, when mainte- 
nance inadequacies, management shortcomings, and insurgent attacks in Mozambique 
began to take their toll on the railroads' operations. 


In 1980, Malawi railways handled 745,000 metric tons of import and export traf- 
fic. Over the 1981-1982 period, traffic on the Beira line fell off sharply as 
insurgents mounted repeated attacks and succeeded in destroying several key 
railroad bridges. By 1982, Malawi railways international traffic had fallen to 
471,000 metric tons, representing a 37 percent decline from 1980 levels. In 

April 1983. the Beira line was officially closed, by which time well over half 

of Malawi's international trade had been diverted to overland routes. The Nacala 
line continued to operate fitfully throughout 1983, though shippers with time- 
senstive deadlines increasingly shifted to truck/rail connections through Zimbabwe 
and Zambia. Malawi railways international traffic for 1983 measured only 

274,000 metric tons, representing just over one-third the 1980 level. Reliability 
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of the Nacala line deteriorated further in 1984, as insurgents mounted repeated 
strikes and maintenance further deteriorated. For the first 9 months of 1984, 
Malawi railways import and export traffic declined by 35 percent from already 
depressed 1983 levels. 


As of late 1984, nearly all Malawi's time sensitive imports and exports--notably 
tea, tobacco, sugar, fuel, and fertilizer--are being transported overland from 
Malawi to either Lusaka, Zambia or Harare, Zimbabwe, from which points they are 
generally dispatched by rail to either Durban, South Africa or Dar es Salaam, 
Tanzania. The Government of Malawi has estimated the annual economic costs of 
this diversion--as measured by increased import costs and reduced export pro- 
ceeds--at U.S.$50 million per annum. For most commodities, overland transpor- 
tation costs are double or triple the former costs by rail. 


Nor have the alternative routes proved wholly reliable. The Blantyre-Harare 
road through the Tete Province of Mozambique has been the site of numerous in- 
surgent attacks for the past four years, with truck convoys passing safely only 
when accompanied by Zimbabwe army escorts. Rail links from Lusaka to the ports 
of Durban and Dar es Salaam have proved unreliable for Malawi cargoes as Zambia's 
foreign exchange difficulties have interrupted service and preferential treat- 
ment for Zambia-bound trains has delayed key deliveries of Malawian fuel products 
and fertilizer. Meanwhile, shortages of international-class trucks within 
Malawi have delayed the dispatch of key tobacco and sugar exports. 


Malawi's important agricultural sector has adjusted relatively smoothly to the 
transportation crisis, with both the government and private sector cooperating 
to assure that the first priority is accorded to essential inputs for both small- 
holder and estate farmers. The sugar industry, the country's principal break- 
bulk cargo exporter, has been the hardest hit on the export side, as higher 
value tea and tobacco have been more easily diverted to overland routes. Ulti- 
mately, the Malawian consumer has paid the cost of the country's external trans- 
portation difficulties in the form of higher prices and reduced disposable in- 
come. Even if the political situation in Mozambique takes a sudden turn for the 
better, most observers expect rehabilitation of the Beira and Nacala lines to 
require an additional 5 years. In the meantime, Malawi will continue to face 
the financial burden imposed by its long, circuitous routes to the sea. 


IV. EXTERNAL TRADE 


Malawi's external trade position deteriorated slightly in 1983; higher import 
costs arising from the diversion of cargoes to overland routes combined with 
lower volumes of sugar and tobacco exports to place pressure on the country's 
trade position. Malawi's trade deficit increased from U.S.$62 million in 1982 
to U.S.$77 million in 1983, representing 4.8 percent and 6.0 percent of GDP 
respectively. These levels nevertheless compare favorably with Malawi's per- 
formance over the 1978-1980 period when trade deficits averaged in excess of 

10 percent of GDP. Malawi's trade position improved somewhat in 1984, as prior 
year tobacco stocks were shipped, tea prices rebounded, and import disburse- 
ments were kept under tight control by the reserve bank. Given the current 
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structure of Malawi's international trade, it is unlikely that the country will 
substantially reduce its trade deficit until rail transportation routes reopen 
or international tobacco and sugar prices rebound. 


Lower auction prices and the accumulation of inventories caused Malawi's tobacco 
exports to decline by 16 percent in U.S. dollar terms in 1983. Tobacco exports 
totaling $115 million in 1983 nevertheless comprised 51 percent of total exports. 
Tobacco export proceeds rose substantially in 1984, as carryover stocks were 
shipped along with the bulk of the new crop whose total value was approximately 
equal to that of the prior year. 


Tea exports climbed by 13 percent in dollar terms in 1983 to total $47 million, 
representing 21 percent of total exports. A larger crop and significantly higher 
prices should enable tea exports in 1984 to exceed $70 million. 


Reflecting low world market prices and transportation difficulties, Malawi's 
sugar exports remained depressed in 1983, with the situation further deterio- 
rating in 1984. Export proceeds totaled approximately $25 million in each of 
the years 1983 and 1984. Malawi's landlocked status and its inability to uti- 
lize the rail link to Beira will continue to restrict the export contributions 
of the country's sugar industry in future years. 


Maize contributed approximately U.S.$16 million in export earnings in each of 
the years 1983 and 1984, as Malawi shipped almost 200,000 tons of the grain to 
its less fortunate neighbors over this period. Malawi's long-term goal is to 
maintain self-sufficiency in maize while increasing the production of other 
higher value-added crops for export. The present structure of smallholder in- 
centives favors maize production, however, and another substantial exportable 
surplus is anticipated for 1985 assuming favorable rainfall. 


In total, exports declined marginally in dollar terms from $234 million in 1982 
to $226 million in 1983. An increase of at least 15 percent was achieved in 
1984, primarily due to increased volumes of tobacco and higher tea prices. In 
future years Malawi's exports will remain vulnerable to price swings of tea, 
tobacco and sugar on international markets, as well as to conditions prevailing 
on the country's transportation routes to the Indian Ocean. 


While import permits remained under strict reserve bank control over the 1982- 
1984 period, Malawi was able to provide all the inputs necessary for the agri- 
cultural and manufacturing sectors to function normally over this period. Total 
imports rose slightly from U.S.$295 million in 1982 to $303 million in 1983. 
Transportation costs, however, absorbed an estimated 36 percent of total import 
costs in 1983, up from 30 percent the prior year and between 20 and 25 percent 
in the late seventies. Imports as expressed in U.S. dollars will probably in- 
crease only slightly over the coming years as Malawi's reserve position will 
allow foreign exchange allocations only to top priority applications. 


Malawi's single largest imports are petroleum fuels and fertilizers. Despite 
transportation problems, Malawi was able to import its full requirement of 
120,000 metric tons of fertilizer in both 1983 and 1984. Overland transport 
costs, however, raised the price of fertilizer imports by 18 percent in 1983 
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to $27 million (9 percent of total imports) while another substantial increase 
was sustained in 1984. Fuel imports totaled $38.6 million in 1983, accounting 
for 16 percent of the total import bill. Malawi's monthly requirements of 

4 million liters of gasoline and 7 million liters of diesel have traditionally 
been supplied by Zambia's Ndola refinery and international sources through the 
Nacala rail line respectively. By mid-1984, neither of these sources was oper- 
ating reliably, and the country was forced to make alternative procurement ar- 
rangements through South Africa. Both diesel and gasoline were in extremely 
short supply in the critical period prior to the planting season, but an effi- 
cient allocation system enabled farmers to receive their necessary supplies on 
time. 


In addition to fuels and fertilizer, Malawi imports basic and auxiliary mate- 
rials for industry (37 percent of total imports in 1983), plant and machinery 
(12 percent), transportation equipment (11 percent), and consumer goods (13 per- 
cent). Most of the raw and intermediate materials for the country's small manu- 
facturing sector are imported. While foreign exchange allotments have been 
under pressure, inputs and spare parts have been maintained at levels sufficient 
to enable most industries to operate at or near full capacity. 


Malawi's principal supplier is the republic of South Africa, which accounted for 
39 percent of its total imports in 1983 and has consistently provided over one- 
third of the country's requirements. Other major suppliers include the United 
Kingdom (13 percent), West Germany (8 percent), and Japan (7 percent). United 
States exports to Malawi in 1983 totaled $9.1 million, representing 3 percent 

of total imports. 


The United Kingdom was Malawi's best customer in 1983, accounting for 28 per- 
cent of its total exports. Other major export destinations include South Africa 
(8 percent), West Germany (7 percent), the United States ($13 million or 6 per- 
cent), and the Netherlands (6 percent). 


V. BALANCE OF PAYMENTS 


Since 1979 Malawi has experienced a tight balance of payments position, as a 
number of factors have converged to place pressure on the country's external 
reserves: 


-- Stagnant or declining real prices for the country's principal agricultural 
exports, 


-- Increasing costs of imports, exacerbated by transportation difficulties, and 


—- Mounting debt service requirements on commercial loans contracted in the 
late seventies to finance major development projects. 


Malawi has pursued a series of stabilization programs with the International 
Monetary Fund beginning in 1980 aimed at restoring a sustainable balance of 
payments position. In late 1983, the IMF approved a 3 year extended facility 
totaling SDR 100 million for Malawi, marking the first time that such a facility 
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has been approved for an African country. Malawi is engaged in a parallal struc- 
tural adjustment program with the World Bank, which has lent the country 

$100 million over the past four years to support a number of policy initiatives, 
again designed to improve Malawi's payments position over the medium term. IMF 
and World Bank structural adjustment funds are expected to constitute the major 
capital inflows for the country over the next several years, in addition to 

loans and grants extended by donors to cover the foreign exchange cost of var- 
ious aid projects. 


Malawi has undertaken a number of initiatives with the assistance of the IMF and 
World Bank in an attempt to restore stability to its external position. The 
Malawi Kwacha was devalued by 15 percent against the SDR in April 1982; this was 
followed by a further devaluation of 12 percent in September 1983. In January 
1984, the Kwacha was devalued by an additional 3.3 percent, and its peg was 
shifted from the SDR to a basket of currencies of its principal trading partners. 
These devaluations may have slightly improved the competitiveness of Malawi's 
exports abroad, though the benefits were largely neutralized by corresponding 
import cost increases incurred by the agricultural export sector. 


Other significant government initiatives under the IMF and World Bank programs 
include the revamping of agricultural producer prices, reorganization of the 
parastatal sector on a more solid commercial basis, restraints on government 
spending, and relaxation of industrial price controls. 


To ease its payments difficulties over the past three years, Malawi success- 
fully completed two Paris Club reschedulings whereby bilateral creditors agreed 
to reschedule payments due over the July 1982 to June 1984 period. In addition, 
the country rescheduled commercial bank debts falling due between October 1982 
and September 1984 under the auspices of the London Club. As of year end 1984, 
Malawi's total public external debt measured approximately $800 million, of 
which about $550 million was owed to international institutions (primarily the 


IMF and World Bank), $130 million to other governments, and $120 million to 
commercial banks. 


In mid-1984 Malawi elected not to pursue a third year of debt rescheduling, and 
the country has subsequently resumed regular repayments on both its bilateral 
and commercial obligations. As a result, the country faces stiff debt repay- 
ment requirements over the 1984-1987 period, with its debt service ratio pro- 
jected to rise from 16 percent in 1983, when the full benefits of rescheduling 
were enjoyed, to 22.7 percent in 1984 and 30 percent in both 1985 and 1986. 


Malawi's balance of payments was under severe pressure in 1983, in spite of 
rescheduling benefits amounting to a sizeable $58 million for the year as a 
whole. The current account deficit, which had declined from 12 percent of GDP 
in 1981 to 8.3 percent of GDP in 1982, increased to $140 million or 11.5 per- 
cent of GDP in 1983 (before rescheduling benefits). Reduced export earnings, 
higher transport costs, and greater scheduled debt repayments were the primary 
factors responsible for this increase. 


Meanwhile, net capital account flows remained under pressure, as no additional 
commercial bank debt was incurred and concessionary aid flows did not increase. 
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As a result, Malawi's overall balance of payments deficit before debt relief in- 
creased to $103 million from $62 million in 1982, while the net deficit after 
debt relief of $45 million was approximately equal to that of the prior year. 

As in the prior year, Malawi financed this deficit through use of IMF resources, 
further drawdown of foreign reserves, and increases in short-term debt. 


By year end 1983, gross foreign reserves had declined to a record low of 

$13.5 million, representing only a two week supply of imports. The reserve po- 
sition improved substantially over the first 9 months of 1984; inflows from 
carryover tobacco stocks, favorably priced tea exports, and the first tranche 
of the second World Bank structural adjustment loan ($30 million) bolstered re- 
ceipts, while outflows were restrained by the continued benefits of the debt 
rescheduling as well as a strict policy on import approvals on the part of the 
Reserve Bank. As a result, gross foreign reserves climbed to $67 million by 
September 1984, representing their highest level for more than 3 years. Re- 
serves are expected to decline over 1985 to a level of approximately 1 month's 
imports ($30 million), as increased debt repayments and higher import costs con- 
tinue to place pressure on the country's balance of payments. For the next 

3 years reserves are expected to remain scarce, and import flows under strict 
control. Malawi should rely primarily on funding from the World Bank and the 
IMF to close forecast payments gaps over this period, though increased use of 
suppliers credits and medium-term commercial bank loans may also be possible. 


VI. GOVERNMENT BUDGET 


In cooperation with the IMF, the Malawi Government has made steady progress 
over the past 4 years in reducing its budget deficit; concurrently, the rate of 
domestic credit expansion has fallen off sharply, thus reducing one source of 
inflationary pressure. 


Stringency in the allotment of funds for both recurrent expenditures and de- 
velopment projects enabled Malawi to reduce the total government budget defi- 
cit from 10.7 percent of GDP in fiscal year 1980/81 to 8.1 percent in 1982/83 
and 7.5 percent in 1983/84. The original budget for fiscal year 1984/85 called 
for strict spending controls and further reduction of the deficit to Kwacha 

100 million (equivalent U.S.$70 million), representing 5.4 percent of estimated 
GDP. Financing for some $50 million of this amount has already been committed 
in the form of concessionary loans from multilateral and bilateral aid agencies, 
leaving a net deficit of $20 million. Adding the amount of principal repayments 
on government debt to this figure, the Malawi Government's total financing gap 
rises to MK 74 million (equivalent U.S.$52 million) or 4.6 percent of GDP. This 
gap is expected to be closed through drawdowns on the World Bank structural loan 
facility as well as a modest amount of local borrowing. 


Total government revenues for fiscal 1984/85 are estimated at $230 million or 
17.9 percent of GDP. Customs and excise duties provide just over half of the 
Malawi Government's revenues; the remainder are raised from corporate income 
taxes (17 percent), personal income taxes (13 percent), and other income and 
service charges (19 percent). 





sin 


Recurrent account expenditures (excluding principal repayments on outstanding 
debt) are estimated at $224 million for fiscal year 1984/85, or 17.4 percent of 
GDP. Interest payments are the largest component of the recurrent budget, ab- 
sorbing 27 percent of total expenditures. Other principal sectors include po- 
lice and defense (14.8 percent of total), education (11.9 percent), works and 
supplies (5.5 percent), health (5.3 percent), and agriculture (5.3 percent). 


Malawi's development budget for fiscal year 1984/85 totals $116 million or 

8.9 percent of GDP. Principal sectors include transportation (primarily road 
construction) - 26 percent of total expenditures, agriculture (19.4 percent), 
education (12.8 percent), government buildings (10.5 percent) and health 

(6.2 percent). Major donors supporting these projects include the World Bank 
group, the African Development Bank/Fund, the International Fund for Agricultural 
Development (IFAD), the European Community (EEC), and the Governments of the 
United Kingdom, West Germany, South Africa, and the United States. 


VIII. EMPLOYMENT, WAGES AND PRICES 


Approximately 350,000 people are engaged in paid employment activities in Malawi, 
representing less than 15 percent of the total estimate labor force of 2.6 mil- 
lion. The remainder of the population is active in smallholder agriculture-- 
primarily, the cultivation of maize for subsistence and cash purposes. Roughly 
half of Malawi's wage earners are employed in estate agriculture, where most 
work as laborers on tea, tobacco, and sugar estates. Other paid workers are 
involved in government sector (22 percent), community, social and personal ser- 
vices (16 percent) and manufacturing (9 percent). 


Malawi enjoys a substantial surplus of unskilled labor, but suffers from short- 
ages of trained technicians and certain professionals. Expatriates continue to 
hold a number of key positions, especially in the private sector, though their 
numbers fall each year as more trained Malawians assume positions of greater 
responsibility. 


The latest wage data from 1982 reveals that salary scales are low in Malawi 
even by African standards. The average monthly wage in all industries that 
year was $51. The minimum rural wage was set at 56 cents per day, while the 
average monthly wage of the agricultural worker totaled $23. Agricultural 
laborers, however, are provided food and housing in addition to their daily 


wages, while workers in urban areas are generally provided subsidized housing 
by their employers. 


Over the past two years, prices have been increasing at a somewhat faster rate 
than wages, thus resulting in a decline in living standards for most employed 
Malawians. Following consumer price increases of approximately 10 percent in 
1982 for both low and high income groups, prices increased a further 15 per- 
cent for the low income group and 12-15 percent for medium ito high earners in 
1983. Price increases reflect in part the effects of the devaluations of the 
Malawi Kwacha in April 1982 and September 1983, as many of the locally manu- 
factured products in the consumer marketbasket have a high import content. 
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In 1984 consumer prices are estimated to have increased a further 15 to 20 per- 


cent, largely due to the increased cost of imports arising from transportation 
dislocations. 


VIII. MANUFACTURING AND CONSTRUCTION 


Malawi's index of manufacturing output rose by 14.6 percent in 1983 to 266.3 

(index 1970 = 100). This rise followed a 7.2 percent decline in the index in 
1982. Between 1978 and 1983, the manufacturing index increased at an average 
annual rate of 3.9 percent, well below the rate of 10.4 percent sustained be- 


tween 1970 and 1978, reflecting the country's slower pace of growth in recent 
years. 


Malawi's small manufacturing sector, which accounts for only 11 percent of total 
GDP, is centered around pre-export processing of principal estate crops of tea, 
tobacco, and sugar. Other small industries catering to domestic consumption in- 
clude textiles and clothing, food and beverages, cement, building materials, 

and consumer products. With the exception of the food processing and textile 
industries, which source domestically, most of the raw materials and interme- 
diate inputs for Malawi's factories must be imported. In addition, nearly all 


the plant, machinery, and spare parts requirements for the industrial sector are 
imported. 


The limited size and purchasing power of the domestic market is the major con- 
straint to future expansion of the manufacturing sector in Malawi. Nevertheless, 
growth is likely to occur as Malawi expands its agricultural base and additional 
agro-industry projects are launched. 


Malawi's construction industry remains depressed, as building activity in the 
residential, commercial and government markets remains well below the levels 
achieved in the mid to late seventies when construction of the new capital in 
Lilongwe generated a major boom cycle for this sector. Cement sales, a good 
indicator of the level of construction activity, measured 72,000 metric tons 
in 1983, down from 80,000 metric tons the prior year and well below the 
100,000 ton average recorded over the 1975-1980 period. 


The value of completed private buildings in the principal urban centers of 
Lilongwe and Blantyre totaled $3.8 million in 1983, well below the 1980 peak 

of $18 million. The value of completed government buildings measured $4.5 mil- 
lion, up slightly from 1982 but well below the 1978 to 1980 average. While 
some recovery in the housing sector is likely, no major expansion of construc- 
tion activity is expected over the next several years. 


IX. IMPLICATIONS FOR THE UNITED STATES 


The most promising area for U.S. firms wishing to export to Malawi is in the 

supply of materials and equipment required for bilateral and multilateral de- 
velopment projects. Bids of U.S. origin are specifically encouraged for proj- 
ects funded by the United States Agency for International Development (USAID), 
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the World Bank, and the African Development Bank/Fund. Sales opportunities also 
exist in supplying equipment and material to the tobacco, tea, and sugar estates, 
as well as basic implements used for small-scale agriculture. A potential also 
exists for the sale of equipment used in the country's small agro-industrial sec- 
tor, the best prospects being coffee, groundnut, and tree nut processing, canning, 
and cigarette manufacturing. Additional opportunities include supplying farming 


inputs such as fertilizers and pesticides, heavy transport equipment, chemicals, 
and electronic goods. 


Several industrial projects are under consideration, including a fertilizer plant, 
a cement plant, a hydroelectric project, and a glass works. The growing tourist 
industry offers potential for investment in new hotels and recreational areas. 


Investment opportunities are now beginning to emerge within the parastatal sector 
as these government-owned corporations seek to rationalize their operations and 


attract the capital and management expertise required to enable them to fully ex- 
ploit their economic potential. 


It is the policy of the Malawi Government to allow private enterprise to flourish 
with as little government interference as possible. The prevailing economic 
philosophy in Malawi is supportive of market-oriented capitalism. At the same 
time, opportunities exist for cooperation between the public and private sectors. 
Joint ventures between the parastatal companies and private entities are common, 
but not required per se. Establishment of new firms is controlled by licensing 
requirements specified by the Industrial Development Act. License applications 
are expedited for prospective agro-industrial investors. 


Malawi seeks foreign investment and, to that end, maintains a liberal investment 
system. Royalties, dividends, profits, loan capital, and a proportion of per- 
sonal earnings may be repatriated without restriction, although this involves 
clearances through the Exchange Control Authority. Equity capital repatriation 
is also subject to Exchange Control Authority review. There are no laws or 
regulations mandating reinvestment of any portion of profits in Malawi. 


Investment incentives are offered through tax concessions: 10 percent initial 
allowance, 10 percent allowance on capital in the first year, a "first cost" 
allowance (i.e. allowance on expenditures incurred during the 18 months prior 
to commencement of operations), depreciation allowance, import duty exemption 
on plants and equipment, and a deduction for land improvement and conservation 
in agricultural investments. The net result of the incentive system is that a 
new investor generally pays little or no local taxes for the first few years of 
operation. In exceptional cases, investors may be granted exclusive production 
rights and tariff protection. The United States has an OPIC agreement in place 
with Malawi and several U.S. companies enjoy OPIC coverage. 


Personal contact is essential when competing in the Malawi market. A visit to 
Malawi as part of a southern Africa regional trip would therefore be useful. 
Commercial visitors are invited to visit the Embassy while in Malawi. The Enm- 


bassy staff will make every effort to facilitate appropriate local contacts and 
provide current economic and commercial information. 
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Wouldn’t it be nice to have a 
Washington staff to keep you 
up-to-date on all you need to 
know to steer your exporting 
business on the fast track to 
success? 

Have the next best thing. Have 
BUSINESS AMERICA, our 
biweekly business magazine 
designed especially for firms like 
yours—American exporters who 


Staff in 


want to grow, and American 
businesses ready to enter the 
lucrative world of exporting. 
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